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KEY ECONOMIC INDICATORS 
1985 


Domestic Economy 
GDP-market prices (bil.ptas) 27,764 38,551 


GDP-market prices ($ mil.) 163,279 350,464 
Real GDP growth (%) 2.2 

GDP per capita ($) 4,230 

Indust. Prod. Index (% chg.) 2.1 

M4 growth rate (%) 13.2 

Bank of Spain Loan Rate(avg %) 12.4 

Bank deposit rate (1-2 yr) (%) 10.8 

Consumer Price Index (% chg.) 8.8 

Govt. deficit (as % of GDP) 6.7 


Employment and Wages 
Population (thous. ) 38,602 


Labor force (thous.) 13,792 
Unemployment rate(%) 21.4 
Nominal wages (% chq.) 7.8 


Balance of Payments ($ mil.) 

Avg. Exch. rate (ptas/$) 170.04 110.0 
Exports, FOB 24,276 41,200 
Imports, CIF 29,963 62,300 
Merchandise balance -~4,189 — -17,300 
Net tourisn 7,141 15,300 
Current Account balance 2,745 -3,000 
Net foreign investment 2 428 6,000 
Foreign exchange reserves 14,484 33,000 
Foreign debt (govt. + priv.) 28,140 31,000 


US-Spain Trade (customs basis) 

Spanish Exports to U.S.($ bil) 2.4 2 
-U.S. share of total exports (%) 10.0 7 
-EC share of total exports (%) 52.2 65 
Spanish Imports from U.S.($ bil) 4 

5.q 

-U.S.. share of total imports(%) 10.9 9.5 
-EC share of total imports (%) 36.8 65.0 


Principal U.S. exports (1987): Soybeans, coal, corn, machinery and 
equipment, petroleum products. 


Principal U.S. imports (1987): Petroleum products, cement, metal 
products, tires, wines, fruit. 


Source: -Official Spanish statistics and Embassy projections 


February 1988 





SUMMARY 


With an estimated 5.2 percent increase in real GDP in 1987, Spanish 
economic growth was double the average for the European Community 
(EC), which Spain joined in 1986. Spanish growth will again be 
double the EC average in 1988, even if somewhat below the official 
projection of 3.7 percent. Investment, up 14.4 percent in 1987, is 
the most important demand category fueling the current economic 
expansion. The contrast with a decade’s decline in investment until 
1985 indicates renewed confidence on the part of Spanish and foreign 


investors, who are equipping the economy to compete with the rest of 
the EC. 


Employment growth is also among Europe’s strongest, but it is barely 
enough to keep pace with labor force growth. As economic conditions 
improve, thousands of potential workers are entering the labor force 
in search of jobs. Consequently, the 20.5 percent rate of 
unemployment remains Europe’s highest. Measures to ease labor 
market rigidities have been implemented with some success in recent 
years. The government sees economic growth and an eventual slowing 
in labor force growth as the solution to the unemployment problen. 


Inflation moderated to 4.6 percent in 1987 (December/December), in 
line with government efforts to move inflation toward the-EC average 
(3.2 percent). The government hopes to lower inflation te-3 percent 
in 1988, but that target may be elusive. The administration 
emphasizes wage moderation to restrain inflation, and a decline in 
Spain’s high domestic interest rates should also help fight 
inflation. However, the large government deficit, while Geclining, 
is also a problen. ; 


Spain’s accession to the EC is a key factor affecting the country’s 
economic future. EC membership is forcing Spain to open its economy 
to greater international competition and to bring laws and 
regulations into conformity with Community norms. The rapid growth 
in imports, especially from the EC, is much-greater than 
anticipated, but is not yet cause for alarm. The trade deficit has 
surged to over $11 billion, and the current account swung into 
deficit in late 1987. However, Spain’s membership in the EC is a 
powerful attraction to foreign investment. The balance-of-payments 
position is very strong. 


EC membership for Spain is reducing the relative importance of 
economic links with the United States. Nevertheless, the absolute 
levels of our bilateral trade and investment should continue to grow 
with the new opportunities presented by an expanding, more open 
Spanish market. 





PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth: Spain’s economy continues to expand strongly, with 
GDP up 5.2 percent in 1987, the highest growth since 1974. Real GDP 
growth in 1988 will be below the 3.7 percent official forecast but 
not below 3 percent, which is still roughly double the EC average. 
The government’s stimulative budget and further declines in interest 
rates will help sustain the current economic expansion. 


Investment, which soared to 14.4 percent of GDP in 1987, continues 
to lead the economic expansion. Rising profits, improved business 
confidence, greater foreign investment and--except for a period of 
monetary restriction in 1987--lower interest rates have fueled the 
investment boom. With investment in equipment up 20.5 percent, 
businesses clearly are responding to the challenge of EC 
membership. Investment growth is likely to moderate in 1988, with 
7 to 9 percent increase expected. 


Private consumption grew about 5.2 percent in 1987, spurred by about 
a 2.5 percent rise in real wages and a 3 percent increase in 
employment. With signs of a slowdown in large purchases already 
evident in late 1987, private consumption growth is expected to slip 
to 3-3.5 percent in 1988. Public consumption is projected to grow 
4.5 percent, which is still more rapid than overall economic growth, 
and public capital investment will also continue to rise. 


With total demand up by more than 8 percent in 1987, much of that 
sharp demand growth was satisfied by imports of goods and services 
which rose an estimated 20 percent in real terms. At the same time,- 
exports grew only 5.5 percent. The growth in exports was a 
creditable performance, but there is some concern the large 
imbalance between import and export growth needs 

to be corrected, so that the external sector will not eventually 
impose a constraint on economic growth. Some improvement is 
expected in 1988, with import growth projected to decline to 10 
percent in real terms and export growth at 4.5 percent. 


All major economic sectors posted healthy production gains in 1987. 
Riding the wave of investment demand, construction experienced an 
estimated 10 percent growth. Agriculture’s 9.5 percent growth 
reflected bumper crops. Industrial growth was about 4.5 percent, 
and services was over 4.5 percent. 


Trade: Imports Surge: The increasing openness of the internal 
market during Spain’s second year in the EC, coupled with continuing 
economic expansion and improved terms of trade due to the decline of 
the dollar, resulted in a dramatic increase in imports. 





Goods and services imports grew 20 percent in real terms in 1987. 
Despite the strong internal demand and increasing competitive 
squeeze, export performance also improved. Goods and services 
exports grew 5.5 percent, compared to only 1.5 percent in 1986. In 
contrast with 1986, export growth was balanced between merchandise 
and services (tourism). 


Although the growth of imports has been surprisingly strong for the 
past 2 years, giving rise to complaints about foreign competition, 
it is not cause for alarm, especially when capital goods account for 
a major portion of the increase, and the balance-of-payments 
position is so strong. Nevertheless, some moderation in the 
discrepancy between import and export growth rates is desirable. 


While Spanish imports from the United States increased smartly from 
$3.4 billion in 1986 to $4.1 billion in 1987, the U.S. market share 
continued to decline to 8.4 percent. The EC market share has 
climbed to nearly 55 percent. Spanish exports to the United States 
(as a portion of total 1987 exports) declined, while the share going 
to the EC rose to nearly 64 percent. 


Under the EC accession agreement, the third step of the phase-in of 
"zero" customs duties on goods traded with the EC took place on 
January 1, 1988. With this reduction, duties on EC trade are now 
62.5 percent of rates prior to 1986. Duties on goods from non-EC 
countries also shifted slightly, closing 15 percent of the gap 
between the 1985 Spanish tariff and the EC Common Customs Tariff. 
In most cases this meant a slight reduction in the duty. Quotas on 
a number of products, such as meat, milk, and a limited number of 
industrial goods, have also been increased. On January 1, 1988, 
Spain adopted the Harmonized System of Tariff Nomenclature. 


Balance-of-Payments Surplus: The trade deficit more than doubled to 
an estimated $11.4 billion in 1987. An increase in net tourism 
receipts to $12.8 billion and a $1.5 billion rise in transfer 
payments kept the current account in surplus, albeit reduced to $486 
million, down sharply from the $4.2 billion surplus of 1986. The 
current account moved into deficit in November, and the deficit is 
projected at over $3 billion for 1988. 


The capital account reflected even more dramatic shifts. Net 
foreign investment jumped to $8 billion in 1987. Portfolio 
investment surged, with large foreign investment in the Spanish 
stock market, and a record inflow of $2.4 billion in short-term 
funds in response to Spain’s high interest rates. Foreign credit 





flows registered a $1.6 billion surplus in 1987, reversing the 
outflow in 1986, when Spaniards were encouraged to reduce foreign 
borrowing. In the wake of the stock market crash and the Bank of 
Spain’s efforts to lower interest rates, portfolio investment should 
have a much more moderate impact on the balance of payments in 1988. 


The substantial inflow of capital, combined with the current account 
surplus, exerted upward pressure on the peseta throughout the year. 
The Bank of Spain bought foreign exchange to resist the peseta’s 
appreciation, leading to a $14 billion rise in foreign reserves, 
which reached $30 billion at year-end. Spain’s foreign reserves are 
now well above its $28 billion foreign debt. Since foreign capital 
inflows will decline in 1988, and the current account will be in 
deficit, the growth of foreign reserves will be far below the 
unusually large increase of 1987. 


PART B:; RECENT ECONOMIC PERFORMANCE AND TRENDS 
Industry, Tourism, Agriculture 


Industry: Industrial production was up strongly, thanks to the wave 
of consumption and investment, despite the steep increase in 
imports. Through the third quarter, consumer goods production was 
up nearly 7 percent over the corresponding period of 1986, and 
investment goods production registered a 14 percent increase. 


Electronics, computers and office equipment, electrical machinery, 
and food processing have all been experiencing exceptionally strong 
production growth. After years of decline, shipbuilding showed a 
strong gain in 1987, based on small-to-medium vessel construction. 
Other "rust belt" industries, especially steel, are in the doldrums 
and require further restructuring and down-sizing. Traditional 
export-oriented industries like textiles, shoes, leather, and 
petroleum refining are suffering from reduced competitiveness. 


Tourism: Tourism services constitute almost 10 percent of GDP. 
This sector experienced another banner year in 1987, led by an 
increase in foreign tourism, which accounts for the majority of the 
sector’s output. The number of foreign visitors increased to 50.5 
million in 1987. Those counted as "tourists," who remain more than 
1 day in the country, rose nearly 10 percent to 32.7 million. 
Foreign tourism receipts rose to $14.7 billion, which was more than 
enough to cover the merchandise trade deficit. 


Most foreign visitors come from the EC, with France, Portugal, the 
United Kingdom, and West Germany leading in that order. 





Although the number of visitors from the United States was up 12 
percent, Americans represented under 2 percent of the total. They 
spend more per capita, however, making the United States the 
second source of tourist receipts after the United Kingdon. 


Tourism growth is projected to remain strong in 1988, with a 5 
percent increase in visitors. However, tourism sector 
spokespersons are more concerned about raising tourist spending 
than increasing numbers. Average expenditure per foreign visitor 
in Spain was up only 2.4 percent in 1987. 


Agriculture: Spurred by a near record grain harvest, Spanish 
agriculture posted one of its best years in 1987. Output 
increased by 7 percent. With agricultural input prices 


essentially unchanged, Spanish farm income in 1987 increased 
significantly. 


Rebounding from the 1986 drought, the Spanish grain crop of 

20 million tons was a 24 percent increase, and only marginally 
lower than the 1985 record harvest. Wheat production was up 
34 percent, to 5.8 million tons. Most other Spanish crops 
experienced normal to good production in 1987, with notable 
increases in fresh fruits and vegetables, wine, olive oil and 
sunflower seed. However, severe flooding in the Mediterranean 


coastal region in October did considerable damage to the important 
citrus industry. 


Preliminary trade data indicate that Spain established new records 
in both volume and value of agricultural exports in 1987. Despite 
some increase in agricultural imports, Spain appears to have 
posted a record positive balance in agricultural trade, a sharp 
reversal from the negative balance of 1986. 


In its second year of EC membership, Spanish agriculture continued 
to adjust to the EC common agricultural policy. For example, to 
compensate for the late timing of EC price support payments, Spain 
persuaded the EC to provide a special export subsidy for Spanish 
sunflower seed oil. Elimination of the accession compensatory 
amounts, which had acted as a subsidy for EC-10 shipments of 
animals and animal products to Spain, eased somewhat the 
considerable competitive pressure on the Spanish livestock sector 


in 1987, but sharp increases in feed grain prices imposed a severe 
new hardship. 


Because of the failure of the EC to implement promptly the U.S.-EC 
enlargement agreement, livestock raisers were denied access to 
U.S. and other third-country corn that should have been 





available. By the end of 1987, less than one-third of the required 
imports of 2.3 million tons of corn, sorghum, and grain byproducts 
had actually been delivered. 


Employment and Labor: Employment has increased steadily since its 
low point in mid-1985, with over one million new jobs created by 
late 1987. Employment growth was about 3 percent in 1987, 
reflecting the strong growth in the economy. However, official 
unemployment remains the highest in Europe, at 20.5 percent, with 
about three million unemployed. The unemployment rate stays high 
because so many new people (especially youth and women) are 
entering the labor force, many of them encouraged to seek jobs by 
the sight of a booming economy. 


Since Spain’s working age population will grow relatively rapidly 
well into the 1990s, it is unrealistic to expect the high 
unemployment rate to decline quickly. However, the social impact 
of this high unemployment is limited because about a third of those 
registered as unemployed are believed to work in the underground 
economy, a fourth receive unemployment compensation, and most of 
the rest are members of households where someone else is employed. 


Average wages and salaries increased 7.5 percent in 1987. In the 
absence of a government-labor-management agreement on wage 
guidelines, there was an increase in labor conflicts in 1987, 
mainly when contracts were up for renegotiation in the spring. In 
the absence of agreement on wage guidelines, further strikes are 
likely this year, but they are expected to be less extensive. 
Official policy calls for limiting wage increases to 5 percent this 
year, in hopes of helping bring inflation down further. 


Partial liberalization of the labor market (a temporary contact 
system for new hires instituted in 1984) has facilitated new 
employment, with most new workers being hired under that provision. 


Money and Banking 


Monetary: During the first-half of 1987, the Bank of Spain 
(Central Bank) applied monetary restrictions to slow what it 
considered excessive growth in liquidity. Strong credit growth, 
rising foreign exchange inflows, and the use of monetary creation 
to finance the government deficit in the spring all contributed to 
the monetary expansion. Interest rates soared, becoming among the 
highest real interest rates in the developed world. 





In the second-half of 1987, with economic growth strong, the Central 
Bank began to relax its monetary policy. Rates for Bank of Spain 
loans to the banking system were cut from the May 1987 peak of 19.6 
percent to 11.5 percent in February 1988. Interest rates are 
expected to come down further. The relatively small growth in 
foreign reserves projected for 1988 should make monetary management 
less difficult. Although credit demand appeared impervious to the 
high interest rates through most of 1987, it decelerated late in the 
year. In 1987, bank credit was 16 percent above year-end 1986, but 
credit growth should slow to about 11 percent in 1988. In addition 
to strong credit demand sparked by economic growth, the rise in 
credit extended reflected compensation for a contraction in the 
commercial bond market, and the lag in the rise in bank loan rates, 
which peaked at a 16.9 percent prime rate in September. 


Banking: Profitability in the banking sector generally increased, 
since most banks’ cost of funds did not rise in proportion to money 
market conditions. Foreign banks, which are more reliant on the 
interbank market for funding, were almost the only ones to move 


seriously to compete for checking accounts by offering attractive 
interest rates. 


The strong profitability of Spanish banks attracted foreign investor 
attention, leading to new regulations tightening official control 
over acquisition of significant banking interests. At the same 
time, the government seeks to see the major Spanish banks 
strengthened by mergers among them before the European market is 
integrated after 1992. The Banks of Bilbao and Viscaya announced in 
January 1988 that they will merge, creating the largest private bank 
in Spain, which will rank 75th in the world. 


Prices: The consumer price index rose 4.6 percent during 1987 
(December/December), representing a steady decline in inflation. 
This performance is responsive to the government’s desire to reduce 
(and eventually eliminate) the differential between Spanish and 
average EC inflation (now 1.4 percentage points), in order to 
prevent domestic inflation from worsening the competitive position 
of Spanish industry. During 1987, food prices behaved very 
favorably; a strong currency, declining tariffs, and high imports 
ensured that imports prices would contribute to overall price 
moderation. But other components of the price index suggest an 
underlying rate of inflation of at least 5 percent, which will make 
it difficult to achieve the 3 percent inflation target set for 1988. 


Fiscal: Government spending remains expansionary. Despite an 
unexpectedly strong rise in ordinary receipts (mainly taxes), the 
central government deficit fell only to 3.8 percent of GDP in 1987. 
The total government deficit (including regional and local 
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governments) was about 5 percent. Central government spending in 
1987 was up 18 percent in nominal terms. This counterbalanced the 
24 percent rise in receipts, which raised the tax burden to 17 
percent of GDP, up two points. As in 1986, the unexpected revenues 
were absorbed by increased spending. 


The 1988 budget also calls for growth in spending to be slower than 
GDP growth, so that the central government deficit would decline to 
3.5 percent of GDP. In recent years, however, initial budgets have 
consistently underestimated ultimate spending. Revenues are also 
projected to grow more slowly than the overall economy in 1988, so 
that the tax burden will decline slightly. Tax rates for most 
taxpayers will be reduced a little, but marginal rates on incomes 
over 12 million pesetas (about $100,000) will rise to 56 percent. 

A few fiscal incentives for investment will be reduced, but many 
incentives remain. 


Foreign Investment 


Spanish foreign investment legislation was adapted to EC standards 
in 1986. Administrative procedures have been streamlined, and the 
number of sectors in which foreign ownership is restricted has been 
reduced. The requirement for prior authorization of investments 
has been replaced by a requirement for prior notification. 
Notification must be made when the investment is more than 

50 percent of a Spanish enterprise, constitutes a reinvestment by 
foreigners, or takes the form of establishment of branches of 
foreign companies. 


New foreign direct investment reviewed by the authorities in 1987 
rose 18 percent to 727 billion pesetas ($5.9 billion). More than 
half represented expansion of existing investments, and nearly 
one-third was for the chemical industry and non-fuel mineral 
processing. EC countries are the most important source of 
investment, while the U.S. share of new investment has slipped to 

6 percent. The United States still accounts for some 20 percent 

of the cumulative foreign investment total. A U.S.-Spain treaty to 
avoid double taxation, currently under ne could 
facilitate future U.S.-source investment. 


Spanish direct investment abroad, for which regulatory restrictions 
were liberalized late in 1986, doubled to 101 billion pesetas 
reported for 1987. EC destinations accounted for 64 percent of the 
total, with investment in the United States dropping to 8 percent. 
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PART C: IMPLICATIONS FOR THE UNITED STATES 


Implications for U.S. Business: Preliminary 1987 data reveal that 
U.S. products are beginning to benefit from the Spanish import boom as 
well as from the decline in the dollar. U.S. exports to Spain in 1987 
were up 20.4 percent over 1986. Office and telecommunications 
equipment and industrial machinery led the U.S export increase. But 
U.S. products have not shared proportionately in the overall Spanish 
import boom. The U.S. share of Spanish nonpetroleum imports fell from 


17.3 percent in 1983 to 11.9 percent in 1986 and about 8.4 percent in 
1987. 


It is estimated that Spanish quantitative restrictions on non-EC 
imports affect more than $350 million worth of U.S. exports. Notable 
U.S. exports affected include coal, motor vehicle parts, internal 
combustion engines, electrical apparatus, and circuit breakers. 
Standards certification (homologation) procedures for some electronic 
products might also serve to restrict U.S. exports. 


Nevertheless, the continued pick-up in domestic investment and the 
need to compete within the European Community should fuel increasing 
demand for U.S. goods and services. High-technology products and 
complementary services are of particular interest to the Spanish. A 
special report on high-technology commercial prospects in Spain, with 
addresses and key contacts in over a thousand Spanish firms and 
agencies, is available from the U.S. and Foreign Commercial Service 
(USFCS) in Madrid and Barcelona. 


Despite the increasing orientation of agricultural trade toward the 
EC, and the effects of EC crop subsidies (e.g., on long grain rice), 
Spain remains -@ $1 billion-market for U.S. agricultural products. 

U.S. exporters -should capture the lion’s share of the 2.3 million tons 
of feed grains and byproducts which Spain is required to import 
annually through 1990 under terms of the EC enlargement agreement. 


The weaker dollar makes U.S. agricultural commodities more attractive 
to Spanish importers, while Spain’s impressive economic growth opens 
up increased opportunities for new, often higher value imported food 
products. U.S; forest products, particularly lumber and plywood, 
stand to benefit from the increasing construction in Spain. New and 
more sophisticated marketing strategies may be required, but 
opportunities still exist for U.S. agricultural exporters in the 
increasingly more competitive Spanish market. 


The US&FCS in Spain has identified several sectors as having good 


growth prospects and has prepared market summaries on the following 
industry sectors: 
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Computers, peripherals, and software 
Telecommunications equipment and services 

Medical equipment/health care services 

Industrial process controls 

Electronic components/production and test equipment 
Industrial organic chemicals 


These reports are available from the Spain Desk, Room 3042, 
International Trade Administration, U.S. Department of Commerce, 
Washington, D.C. 20230. ; 
UPCOMING PROMOTIONAL EVENTS 
To take advantage of opportunities in some of these sectors, 
US&FCS Spain has programmed the following promotional events 
during the remainder of 1988: 
Sports Equipment Exhibition in FIDEC--September, Madrid 
Tampa Bay IOGA--September, Madrid and Barcelona 


Construction and Mining--September, Madrid 


Biotechnology Seminar Mission--September, Madrid 


Matchmakers ’88 Service Industries--October, Madrid 
and Barcelona 


Computer/Peripherals at SIMO--November, Madrid 








